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FOREWORD 


The Prices and Incomes Commission was established 
Sa JUuNee ome Jose tO anquire into and report upon the 
GausGseeprcee > ses ond *congequenées of Vint lation: and®to 
inform those making current price and income decisions, 
the general public and the Government on how price 


Stability may best /sbe*achieved"s 


FoImowing numerous separate discussions with 
representatives of the Canadian business community, 
including the Canadian Chamber of Commerce, the Canadian 
Manufacturers’ Association, the Retail Council of Canada 
and the Canadian Bankers' Association, the Commission 
decided to call a National Conference on Price Stability 
in order to obtain a consensus on a national policy to 
combat inflation. The conference, held in Ottawa on 
Feb. 9-10, was attended by senior officers of national 
business and farm associations, representatives 
of professional groups, leaders of the Canadian business 
community and officials of the federal and provincial 
governments. Those present indicated a willingness to 
exercise a meaningful degree of restraint in their 
Piseunqupolicies in 1970 and there was broad agreement 
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(a) Business firms generally, if called upon to 
do so, would reduce the number and size of 
price increases they would normally make in 


aC 


(b) More specifically, where higher prices are 
meedéacmuo cover Higher costs, and market 
conditions make them feasible, business firms 
generally, if called upon to do so, would ensure 
that price increases were clearly less than 
the amount needed to cover the increases in 


COsStS at a normal volume of output and sales. 


The complete list of agreed criteria is 
contained in the Closing Statement of the National 


Conference on Price Stability released on Feb. 10, 1970. 


At a Federal—-Provincial Conference of First 
Ministers, held in) Ottawa on Feb. 16-17, 1970, the 
federal government and all provincial governments endorsed 
the Commission's plan to call without delay upon business 
firms generally to follow the basic price restraint 
Principle adopted by the National Conference on Price 
SLapultcyes FirstamMinisters urged all Canadians to co-— 
operate actively in restraining price and income increases 
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Provision was made at the National Conference 
on Price Stability for a price review procedure whereby 
the Prices and Incomes Commission would review price 
increases to determine whether they comply with the 


agreed criteria. 


tHesGovernment of Canada and most provincial 
governments expressed the hope that government sanctions 
would not be required but agreed that if necessary they 
would use such means as are within their control to deal 
with cases of serious non-compliance with the pricing 


criteria as reported by the Commission. 
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INTRODUCTION 


Mie Ort uand May lo 7/0, several, coffee processing 
companies announced an increase from $0.95 to $1.01 
per pound sn the wholesale price, of, ground, ,oasted 
coffees. g Om May 5, 1970, the Prices and,.Incomes, Commission 
announced its intention to undertake a review of coffee 
prices to ensure that the increases comply with the 
Criteria agreed at the National Conference on Price 


Stability. 


The criteria are designed to be applied to 
the circumstances of individual companies which implement 
price increases. In accordance with the procedures 
proposed at the national conference, the Commission has 
obtained detailed information from four coffee-processing 
companies and has compiled and reviewed this information 
Separate yoinv orden to, determine the position of ach 


company in relation. to the, criteria. 


tiescrmiterieanalsa stipulate that »L969. or the 
nearest fiscal. year, will in general be, used as the base 
year when considering changes in costs and revenues and 
that a suitable alternative base year would be selected 
only if 1969 would clearly be inappropriate. This 
point was reviewed with the companies concerned and it 
was agreed in all cases that 1969 constituted a suitable 


basis for comparison. 
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COPBUE PRICES 


Six companies produce the bulk of roasted and 
soluble cotfee, consumed, in. Canada... They) ‘are; 
Brooke Bona, foods sbta., General Foods Ltd... Mother 
Parker's Foods Ltd., Nabob Foods Ltd., Nestlé (Canada) 


iia sandmocanGdacadpoands Ltd. 


the prleedinereas.e, which» dnitiated, this) review 
related to roasted coffee only; the wholesale price of 
soluble coffee has not been increased during 1970. 
Nabob): Foodspitd.y hasynot? increasedywholesale coffee 
prices in 1970 and has been excluded from the review. 
Nestlé (Canada) Ltd. produces soluble coffee only and 
has motewincreacen pr tces 11 L970 Dut” assisted 
the Commission by providing information for comparative 
purposes. Information on financial performance, markets, 
prices, revenues and costs were obtained from Nestlé 


and the other four companies. 


Processed coffee is available in three 
principal forms: “Roasted coffee (ground or aS a roasted 
bean); spray-dried soluble coffee; and as freeze-dried 
soluble coffee. In the first form the coffee is ground, 
if necessary, and percolated by the consumer. In the 


second two forms hot water is added to make ‘instant! 
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coffee. Current Canadian consumption of instant coffee 


runs at something under two-thirds of total consumption. 


Table 1 shows Canadian imports, production and 


exports GVer Se eiew Lue years Lollecember, 960. 


Canadian production of roasted and soluble 
coffees has remained fairly static over the five-year 
period, while imports of both roasted and soluble coffees 
have climbed. World green coffee consumption in importing 
countries has remained at around 6,900,000 pounds over 
the last five years. Canada's share of world imports 
Dee hiismcuirrently latound .2.5 per cent. 

Table 1 


Canada Coffee Imports, Production and Exports 


(Thousands-of pounds) 


1965 1966 1967 1968 1969 

Green coffee bean 

imports Dover) passa L/P o7ol. 164,447" 180,244 
Roasted coffee 

production 99,040 97,806 Oo ied) LOL OAD 90,050 
Soluble coffee 

production Lexa. 20,362 19, fo4 Pate el Zo O60 
Roasted coffee 

imports 2,642 3,476 4,194 459.595 5,437 
Soluble coffee 

imports 2,146 ZOU t 3,114 ecg kal aye bain 


Roasted coffee 
exports nil Wie nil nil va elcid 


Soluble coffee 


exports ea © dy Loe 828 oS 2,413 
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Price Increases 


Price changes at the wholesale level by coffee 
processors usually correspond in size and timing. Table 
e shows the whelésale price history of leading brands of 
roasted, spray-dried soluble and freeze-dried soluble 


coffees over the years 1965 to date. 


Processed coffee prices are volatile and 
correspond with changes in the price of green coffee. 
Over theglase louyears, there shave been .«more, than 30) changes 
upsand down in wholesale roasted.coffee prices. Current 
wholesale prices are equivalent to those prevailing in 
the mid—-195G@.'s. 
Lab & 2 


Wholesale Coffee Prices 1965 to Date 


(Canadian dollars per pound) 


Roasted Spray-dried Freeze-dried 
Coffee Soluble Coffee Soluble Coffee 


1965 January Om Be 2264 - 
March 2a ae 

ISG7 February ress 9 

1896S "Ap Ew 3.80 
June fap fetal 
December O88 

1969 September 0.87 eel 4.00 
October 0D £92 . Pe he is Pg lf 
December 0.95 

Toy O Ape. Te) 


Note: le. Freeze-dried soluble coffee was introduced to 
the Canadian market early in 1968. 


2. The prices quoted for the spray-dried and 
freeze-dried soluble coffees are for the 10-ounce 
and four-—ounce jars respectively, adjusted to a 
dollars-per-—-pound price. 
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Oneavenege, coeen coitee costs form approximately 
25 per cent of the sales value of roasted coffee. Direct 
Tabom COmtemamOuUnE CORabOUL 8 per’ cent and advertising 
and other marketing costs approximately 10 per cent. At 
the time of undertaking this review, the Commission noted 
that the price of green coffee in world markets has 
risen sharply. The composite monthly average DrLece OL 
green coffee moved from U.S. 36 cents per pound in January 
196° "to lU.e. 849 Cents per pound in January 1970, an increase 
of 35 per cent over the twelve-month period. The composite 


police asvacetiavyels /O,was U.S. 51 cents. 


Several reasons account for this sharp increase. 
DUeincmthesLJoOuUs Lhe picture has changed from one of 
SUCO Mowe O Pes pnOnulcCclon i the first halt of the decade 
LOuOne Ot COnSUMpDELON excecding production. The change 
has been obscured, to some extent, by the reduction of 
SURDUUSHStOCKeminebpragil.. Brazil has had four bad harvests 
successively and its once massive surplus stocks are now 


much reduced to an estimated 30 million bags. 


Brazil and other Latin-American countries 
currently supply about two-thirds of the world market 


compared with about three-quarters at the beginning of the 
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[oO Ss. Arricats Gain in. the world /market over this 
period almost accounts for Latin America's reduced share. 
Beazil, particularly, produces almost exclusively high 
Or20e Avraoieavcottes, a cotreé which 25 in increasing 
demand. During July 1969 there was serious frost damage 
to the Brazilian coffee crop which had an immediate and 


dramatic ertect on green coffee prices. 


ities oevyona the scope of this review to 
SOcecastiauwclee Green cCortee price trends. The Commission 
has consulted Canadian coffee processing companies and 
others familiar with the trade and the consensus is that 
@ price fall is not imminent. World coffee stocks 
are considered to be low and news has recently been received 
of a coffee leaf disease, hitherto confined to African 
@o7 Leee a whech threatens the Brazilian plantations. 
Green coffee production over the next several years is 
dependent on the present tree population. Most of the 


trees were planted before 1960 and have passed their peak. 


tt present green coffee and wholesale coffee 
PECesPremalusconotant ©£or the balance of 1970, the 
gnmcrease in tne cost of green coffee in 1970 over 1969 
will exceed the increase in revenue derived from wholesale 
price increases, even after making allowance for the 


freeing of the Canadian dollar. In other words, coffee 
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processors are facing increments in green coffee costs 
erone which exceed revenue increases from the recent price 


adjustments. 


The market in Canada for coffee has shown little 
Or no” orowth™ in? recent’ years.” "Competition from other 
beverages ts"2ntense.-  As-a@ result, there’ as > very considerable 
Peeao ance, to pEerace increases. ~The*cotfee processors 
have thus found themselves in a severe cost/price squeeze. 
Of the firms examined, two appear likely to face losses 
a 1970, one May break even and the fourth firm will 


almost certainly realize reduced profits. 


The rise in the price of green coffee beans has 
therefore had the unpleasant consequence for Canadian 
consumers of forcing prices upward. Because the great 
Me jority Of enults consume this beverage, they are sensitive 


Ho price changes in this product. 


The Canadian coffee processor is equally sensitive 
mo price oevelopments because he faces strong consumer 
resistance to price increase, and has been forced to absorb 
increased costs to a point where profits have been 


minimized or eliminated. 
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CONCLUSION 


iMeubhemcase Of CAaChvOr the rour companies to 
which the criteria have been applied it is clear that 
Bricreéased Costs of coffee alone have been greater than 
the additional revenues from price increases. For this 


reason the companies meet the criteria. 
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